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CITY OF SANTA BARBARA 
 

FINANCE COMMITTEE AGENDA REPORT 
 
 

 
AGENDA DATE: November 13, 2007 
 
TO: Finance Committee 
 
FROM: Planning Division, Community Development Department 
 
SUBJECT:  Mills Act Historic Preservation Incentive 
 
RECOMMENDATION: That the Finance Committee: 
 
A. Discuss and evaluate the financial impacts to City revenues as a result of the 

possible implementation of the Mills Act;  
B. Consider the scope and quantity of Mills Act contracts that could be administered per 

year; and 
C. Forward the Mills Act Program to the Ordinance Committee for review.    
 
EXECUTIVE SUMMARY: 
 
For several years, the City has supported a Historic Preservation Work Program that 
identifies and creates regulations to protect historic resources.  Planning staff and the 
Historic Landmarks Commission encourage property owners to maintain, repair and 
rehabilitate older historic structures to maintain historic integrity.  At previous Council 
meetings, owners of historic resources have indicated a strong desire for financial or zoning 
relief incentives to assist in maintenance and repair of these properties.    
 
Staff recommends several incentives, particularly the adoption of the Mills Act Tax 
Abatement Program as the key financial incentive that will allow property owners of City 
Landmarks, Structures of Merit and buildings within Historic Districts to possibly reduce their 
property tax bill while entering into a contract with the City to maintain and repair their 
properties.  Staff also proposes additional zoning or code relief incentives to promote 
flexibility in existing regulations, and to encourage property owners to invest in the 
maintenance of their historic properties.  Those incentives will proceed and be reviewed by 
the Ordinance Committee separately.  
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Staff believes that these incentives combined will prove beneficial as the City moves 
forward in its Historic Resources Survey work, and in anticipation of possible designations 
of City Landmarks, Structures of Merit and Historic Districts. 
 
An estimate of the fiscal impact of participation in the Mills Act Tax Abatement Program 
suggests that Santa Barbara would lose property taxes in the approximate range of 
$6,000 to $15,000 per year, if contracts were limited to a recommended ten per year.  
The range reflects the fact that the abatement depends on the current assessed values of 
participating properties.     
 
DISCUSSION: 
 
Background: 
 
On July 3, 2007, City Council authorized staff to proceed with several incentives, 
including the implementation of a Mills Act Program. Staff has researched financial and 
other incentives that work well in other municipalities. Based on a review of available 
economic incentives, the Mills Act is the most important economic incentive program 
available in California for use by the private property owners of qualified historic 
structures.  Following is a description of the Mills Act and its potential financial impact on 
City revenues.  
 
State Mills Act:  
The Mills Act is a state law enacted in 1972, which could enable owners of designated City 
Landmarks to enter into an agreement (contract) with the City to preserve, maintain and 
possibly rehabilitate the structure.  Such agreements provide a reduction of property taxes 
in exchange for the continued preservation of the property.  Many communities are 
participating in this type of Mills Act program (see Attachment 1). 
 
The Mills Act requires the County Tax Assessor to re-evaluate the property using a 
capitalization method rather than the market value.  In other words, the County Tax 
Assessor determines the value of the historic property based upon its current net operating 
income, rather than the upon the traditional assessed valuation method.  Property valuation 
is determined by the “income” method set out in Revenue and Tax Code Section 439.21.9.  
The result is a substantial reduction in property taxes for post-Proposition 13-qualified 
historic properties.  The money saved on taxes will be available for use in maintaining and 
restoring the property.  The agreement runs for ten years and can renew annually each year 
thus extending the agreement term unless a notice of cancellation is filed by the owner (see 
Attachment 2). 
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Some communities and counties have had success with this thirty-year-old program, 
notably the Cities of Los Angeles, San Diego, Anaheim and Orange (see Attachment 3).  
Some cities require that owners of historic properties spend the tax money saved on 
preserving or restoring their property.  Cities require different levels of documentation to 
verify that the property is being maintained or improved with actual expenditures.   
 
Mills Act Agreement applications do not necessarily require the payment of any fees unless 
the City adopts a fee requirement to recover some of the costs of having staff review and 
execute the contracts.  The property value and property taxes are recalculated by the 
County Tax Assessor and do not involve City staff.  The contracts could be more easily 
managed if they are limited in number.   
 
Potential Financial Impact of Mills Act to City Revenues  
 
The Office of Historical Preservation of the State of California offers the information that 
Mills Act contracts may result in a reduction in property taxes from 40-60% for each re-
assessed house.  
 
The impact of the Mills Act on a property’s assessment may vary depending on how 
recently the property was purchased.  Properties purchased before the passage of 
Proposition 13 in 1978 are unlikely to receive a reduction, as they are already determined 
to be at baseline threshold values under the taxation and revenue code.” 
 
Staff survey of other California cities' participation in the Mills Act program (see 
Attachment 3) reveals that the average reduction in assessed values of participating 
residential properties ranges from 39% in Ontario to 63.1% in Santa Monica.  
 
An estimate of the fiscal impact of participation in the Mills Act Tax Abatement Program 
suggests that Santa Barbara would lose property taxes in the approximate range of 
$6,000 to $15,000 per year, if contracts were limited to a recommended ten per year.  
The range reflects the fact that the abatement depends on the current assessed values of 
participating properties.  This estimate is being reviewed with the Tax Assessor’s office 
for accuracy. 
 
While most California cites have not placed limits on their participation in the Mills Act 
program, a few have adopted one of two measures to respond to the potential loss of 
property tax income. Los Angeles and Coronado have capped the potential revenue that 
could be lost, with Los Angeles limiting the amount to $1,000,000 per year.  In addition, 
some cities have placed a limit on the number of new contracts added each year. For 
example, City of Orange restricts additional contracts to 20 per year, and Anaheim has a 
cap of 30 new contracts per year. 
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Eligibility Criteria for Mills Act Contract Applications  
 
To apply for a Mills Act Agreement, a property must be listed on the official local, state or 
National Register of Historic Places.  For Santa Barbara, it is recommended that the 
historic structure must already be a designated City Landmark, Structure of Merit or 
contributing resource to a Historic District.   
 
Staff intends to create program guidelines that further explain eligibility and review criteria 
for all Mills Act contract applications.  Specific information will be required to be submitted 
for each application to outline a ten-year rehabilitation plan (See Example Contract, 
Attachment 4).  All work must meet all City requirements and follow the Secretary of 
Interior Standards for Rehabilitation.  Staff recommends that the City adopt application 
fees, program guidelines, application instructions to implement this program and set an 
annual limit of ten new contracts per year.  
 
Staff is recommending that applications be reviewed and ranked by the Historic 
Landmarks Commission Designations Subcommittee to determine priority for each tax 
year. Final contract approval would be executed by City Council.  Eligibility criteria that 
the Historic Landmarks Commission would consider are: the historic significance of the 
structure, level of community benefit, date of application submittal, and expenditure level 
of rehabilitation planned or underway.  
 
Potential Staff Time Impacts 
 
Depending on the number of Mills Act contracts approved per year, staff time will be 
necessary to process, analyze and complete inspections to administer Mills Act contract 
applications. Some cities fully monitor Mills Act contracts compliance by performing 
annual site visits, reviewing construction expenditures in detail and checking work 
progress to ensure consistency with the contract agreements.  Planning staff 
recommends basic monitoring as part of the program implementation.  Staff plans to 
initially review the properties to confirm the existing physical condition of the property. 
Annual reports would be submitted to staff to help document the rehabilitation work 
completed.  Staff would also monitor the rehabilitation work to verify that the planned 
repairs or improvements were being made.  If insufficient progress on rehabilitation work 
was resulting, the agreement would be cancelled.  No additional field inspections of 
construction related work are planned unless irregular work is proposed and investigation 
is required. 
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The Mills Act applications and contracts are typically processed together and approved by 
City Council during a set time period each year.  Staff would review all applications and the 
rehabilitation plan to determine if eligibility criteria had been met.  Approximately 40 to 60 
hours of staff time would be necessary to process ten Mills Act contract applications every 
year. That time estimate could increase if extended contract monitoring requirements are 
adopted. The estimate is, therefore, based on processing a set limit of contract agreements 
per year, initial inspections of properties, and only a limited review of annual report 
submittals.  Staff recommends that the Finance Committee confirm the fiscal impact 
estimates, review the scope and number of Mills Act contracts that could be offered and 
forward the Mills Act Program for adoption by City Council. 
 
 
ATTACHMENTS: 1. Communities Participating in Mills Act Program 
 2. Mills Act Program Information 
 3. Examples of Mills Act Fiscal Impact on Other Cities 
 4. Example of Mills Act Application and Contract 
 
 
PREPARED BY: Jaime Limón, Senior Planner II 
 
SUBMITTED BY: David Gustafson, Acting Community Development Director 
 
APPROVED BY: City Administrator's Office 
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